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Financial
Statements
Other Information — The
Auditor’s Lost Weekend
Dr. Clara C. Lelievre, CPA
University of Cincinnati
Cincinnati, Ohio
On her way home from the office on Fri
day, June 25th, Bea picked up the printer's
proof of the Tardy Company's Annual
Report. Shortly before 5 P.M., one of her
partners had requested that she review
the report over the weekend to fulfill the
auditor's responsibility under Statement
on Auditing Standards (SAS) No. 8. (The
Tardy Co.'s stockholders' meeting was set
for July 15, thus the report must be mailed
during the week of June 30.) Another
partner, other than the partner-in-charge
of the engagement, had already reviewed
the financial statements. However, he was
on vacation and would not return until
July 6 so he could not review the annual
report for compliance with SAS No. 8. The
nearness of the meeting dictated the
weekend review.
Before leaving the office Bea made a
Xerox copy of the client information card
for the Tardy Co. Her firm had performed
audits for the fiscal years ending April 30,
1976 and 1975. Previous audits had been
performed by another reputable firm. The
Tardy Co. ranks among the top 100 in the
Fortune 500. Bea's firm also aids the client
in the preparation of the 10K form.
At 8 P.M. on Friday Bea took SAS No. 8,
"Other Information in Documents Con
taining Audited Financial Statements"
from her briefcase. Its four pages with
only approximately 600 words in the ac
tual text looked innocent enough. She felt
that it would probably not take a great deal
of time to verify the report's compliance.
But first, she thought, "When will the
Statement become effective or has it al
ready taken effect? Since SAS No. 8 is
dated December, 1975, maybe it has not
become applicable yet." SAS's often have

a 6 to 12 month lead time before they
become effective. Bea searched for the ef
fective date. Alas, no effective date is gi
ven, so she must assume that it is effective
for all reports issued after 1975 and would
thus apply to that of the Tardy Co.
Another thought, "Maybe it still does
not apply to the Tardy Co." Another bit of
wishful thinking! Paragraph 1 of the
Statement provides guidelines for the au
ditor's consideration of published docu
ments, "that contain information in addi
tion to audited financial statements and
the independent auditor's report
thereon." Paragraph 2 further declares
that the Statement is applicable to other
information contained in "annual reports to
holders of securities."
Having established its applicability and
effectiveness, Bea rereads the Statement
to determine the extent of the auditor's
responsibility imposed by it. Paragraph 4
provides the answer. It explains that
"other information in a document may be
relevant to an independent auditor's ex
amination or to the continuing propriety
of his (sic) report." Bea muttered that the
auditor's examination had already been
completed and wondered why this review
had not been made before the report went
to the printer. She read further, "The au
ditor's responsibility with respect to in
formation in a document does not extend
beyond the financial information iden
tified in his (sic) report, and that the au
ditor has no obligation to corroborate
other information contained in the docu
ment." However, the auditor should read
the other information and consider
whether such information, or the manner
of its presentation, is materially inconsistent

with information, or its manner of pres
entation, appearing in the financial state
ments." (Underscoring added by Bea.)
Bea read on, "If the auditor concludes that
there is material inconsistency, he should
determine whether the financial state
ments, his report, or both require revi
sion." She found another gem in para
graph 5, ". . . if while reading the other
information . . . the auditor becomes
aware of information that he believes is a
material misstatement of fact. . ." Bea de
cided that in reading the report she would
search for information that was inconsis
tent with that contained in the financial
statements, or data that appeared to be a
material misstatement of fact.
Bea's hoped-for free evening rapidly
vanished. Not only must she consider the
"other information" and its manner of
presentation, but she must also pass
judgment on the materiality of the incon
sistencies. On the problem of materiality
Bea was as confused as are the majority of
her colleagues. (Why can't FASB speed up
its project on materiality? The discussion
memorandum merely served to point out
the magnitude of the problem.)
Having assured herself of an atmos
phere conducive to concentration by load
ing her stereo with tapes of soft music and
turning the ringer off on her telephone,
Bea spread the report proofs on her desk,
determined to complete the review that
night. A quick glance revealed that the
report covered sixty pages. However, the
financial statements, notes, and auditors'
report took 20 of these pages, so she
would only have 40 pages of other informa
tion to review. She set as her first ground
rule that as an auditor she should probably
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consider as relevant (1) all of the other
information that was expressed in quan
titative terms and, (2) all direct or indirect
references to the financial statements.
Since the financial statements had pre
viously been reviewed by one of her
partners, she would examine them only as
they related to the other information in
cluded in the annual report. However, as a
competent auditor she knew that she must
satisfy herself on any question that might
arise from her review of the data. Since the
average statement user would read the
report without the benefit of any prior
knowledge of other available data, Bea
decided that she would read it without
reference to the auditor's working papers.
With these basic “rules” established, she
turned to page one.

Revenues and Earnings By
Quarters
Bea made quick work of page one since it
was the table of contents. Turning to page
2 she found the heading, “Revenues and
Earnings by Quarters." Since SAS No. 10
required that this information be included
in a footnote to the Statement of Earnings,
Bea immediately attempted to verify it
through a footnote. However, there was
no footnote that related to revenues or
earnings by quarters. A reading of SAS
No. 10 revealed that it became effective for
interim annual periods beginning after
December 25, 1975. However, must the
information be included in the annual fi
nancial statements for periods that began
before that date if only one of the four
interim periods began after that date? Ap
parently the partner-in-charge of the en
gagement and the independent reviewer
decided that the current statements did
not have to include interim information,
but Bea started a list with the heading,
“Items to be discussed with partners,"
and entered as Item No. 1: Check the
Applicability of SAS No. 10 when fiscal
year begins before December 25, 1975.
Since the page of interim data was
clearly other information, Bea started
reading it. Cumulative totals for the eight
quarters should tally with amounts shown
in the annual financial statements for 1975
and 1976. Bea compared the figures for
Sales, Revenues, Net Earnings, and Earn
ings Per Share to the Statement of Earn
ings and found the data to be consistent
both in amount and method of reporting.
She turned to the footnotes and realized
that she must decide what the Committee
meant by the word read. The Statement
speaks of conclusions that the auditor may
draw as a result of the reading. In order to
draw conclusions, one must have a degree
of understanding, and the perusal must be
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made with the intention of understanding the
information.
As Bea read the three footnotes to the
interim statements another problem came
into focus. Should the “other informa
tion" conform to Generally Accepted Ac
counting Principles (GAAP)? Footnote 2
reported the sale of assets (marine vessels)
that were previously leased to an unaf
filiated company. Accounting Principles
Board Opinion (APB) No. 30 requires that
a discontinued segment that represents a
major line of business or the loss of a
customer be reported separately. The
footnote reported that this sale was in
cluded in the third quarter's operating re
sults. Forty-eight percent of the profits for
the quarter came from this sale, and 12%
of the annual profits were a result of this
sale. Were these amounts material enough
to warrant separate reporting? The old
nemesis of materiality strikes again! Since
neither the interim statements nor the an
nual statement included an item about
discontinued operations, Bea added Item
2 to her list: Check to determine if the
chartered vessels qualify as a major line of
business.

Stockholder's Letter
Pages 3 and 4 of the report consisted of a
ten paragraph stockholders' letter. Eight
of the ten paragraphs reported quantita
tive information, or referred to the operat
ing results of the four major operating
divisions of the company. The two nonquantitative paragraphs referred to unre
solved contractual issues between the
company and the U. S. Navy; the issues
were being appealed to the Armed Forces
Board of Contract Appeals. These issues
being legal problems, Bea decided that the
auditor's responsibility was fulfilled by
the footnote to the financial statement,
which outlined the measurement and
realization problems arising from them.
Quantitative amounts corresponding to
items in the financial statements were
traced to those statements. However, they
comprised only a minor part of the “other
information" in the eight paragraphs.
Since the majority of the information re
lated to the operating results of the various
divisions and the next section was the
Operations Review, Bea transferred her
attention to that section, but 'noted' that
her “reading" of the stockholders' letter
was deferred and not complete.
A quick glance at the “Operations Re
view" section revealed that it was twenty
pages long, or a third of the total annual
report. At that discovery, Bea decided to
wait until the following day to examine it.
However, her dreams that night were not
peaceful — a myriad of confusing images

vaguely relating to APBs, SASs, and
FASBs. In her sleep she was searching for
guidelines for the proper treatment of the
growing spectre of “other information"
that was lurking in the background.

Operations Review
By noon on Saturday Bea had resigned
herself to the task of reading the “Opera
tions Review" section. She was haunted
by the terms "material misstatement" and
“material inconsistency." Some inconsis
tencies can be easily dealt with since they
can be discovered by a direct tracing to the
financial statements. But material mis
statement is another matter. For instance,
Bea added the sales for the four major
divisions and traced the total to the total in
the income statement, but how could she
be sure that the breakdowns by divisions
are not distorted to the extent that there is
a misstatement of fact? She remembered
reading a recent Wall Street Journal article
where a company had done just that to
conceal the fact that one of the divisions
was operating at a substantial loss.
The recap of sales by the four major
divisions tallied to within .6 of one percent
of the sales shown on the Statement of
Earnings. The difference was accounted
for by interdivisional sales. However, a
recap of the earnings exceeded those re
ported on the Statement of Earnings by
450%. Hoping that this difference would
be explained later in the review, Bea began
another list entitled, “items to be cleared
later" and entered as No. 1: Inconsisten
cies between combined divisional incomes
and that reported on the earnings state
ment.
The next several hours were spent
searching the cohesive ideas in the exten
sive divisional reviews. Bea finally or
ganized the material in several basic
categories: amounts and reasons for
changes in sales and profit margins; prod
uct changes — additions and withdrawals;
operational changes; changes in market
ing strategies; reports on litigations; R and
D leading to new technologies; and set
tlements of labor disputes. Extensive
quantitative data was reported through
out the section, some of an unverifiable
nature. How would one verify the state
ment, "The project is the largest venture
of its type ever launched in the United
States?" Bea decided that it would be im
possible to conclude anything about this
section; she had no basis for concluding
whether the data was or was not inconsis
tent or incorrect. She started yet another
list labeled, "inadequate information for a
conclusion", and entered as Item No. 1:
Operations Review section.

Product Group Results —
Continuing Operations
Bea skipped several pages in order to read
the product group results next. It seemed
to logically follow "operations review."
She made a mental note to suggest its
repositioning for a more logical informa
tion flow. Many of the amounts shown for
fiscal year 1976 could be compared with
her recap of major totals taken from the
operations review section. The accuracy of
the percentages of changes and totals was
verified. Her previous question concern
ing why the total net incomes from the
four major divisions exceeded the net for
the year was answered by the deduction
for interest and other unallocated ex
penses. She found no problems with the
1976 fiscal year results.
But the product group results covered a
five-year period. Is the auditor responsi
ble for the "other information" for the
previous years? Bea acknowledged her
firm's responsibility for the fiscal year 1975
since she should be able to verify the
amounts from the working papers for
1975. However, what should her position
be on the years prior to her firm's ac
ceptance of the engagement? Should she
ask the client to delete those years from
the annual report? Or, should she ask the
previous auditors to examine the data for
the years of their audit? Does the firm have
the permission of the previous auditors to
use this information in the current 10K? If
so, then this data should be compared
with that in the 10K. Bea added another
item to those to be cleared with her
partners: Do we have prior auditors' as
surances about the information included
for the 1972, 73, and 74 fiscal years?

Product Market — Area Review
The two pages labeled "Product MarketArea Review" offered some fascinating
"other information," none of which could
be traced to the current financial state
ments. Each of the four major operating
divisions was divided into major product
groups, and the product groups then di
vided into product types. For instance, the
Business System and Equipment division
was divided into product groups of: Busi
ness machines and retail information sys
tems; Typewriters and office copiers; Spe
cialty paper, printing and forms; and Of
fice products, furniture and fixtures. Each
of these product groups was then divided
into product types. There were 49 product
types scattered over the major divisions.
Sales data was reported for the 49 product
types. Other estimated data was given for
the total world market for each product
type, and sales were allocated to each
major consumer group. All of this esti

mated data "blew" Bea's mind. How can
an auditor reach any conclusions about
possible inconsistencies and misstate
ments of estimated data. The Product
Market-Area Review section was added to
the "inadequate information" worksheet.
With the hour growing late, Bea gave up
for the evening. That night she dreamed of
an accounting fantasyland, completely
void of SASs, FASBs, APBs and SEC regu
lations.

Five-Year Summary of Operations
Sunday P.M. found Bea again at her desk
determined to complete the "reading" of
the Tardy Co.'s annual report. She began
with the Five-Year Summary of Opera
tions. Again, she had no problems with
the current year and the 1975 fiscal years,
but again she was forced to decide what to
do about the data that was included for the
three years that were audited by the other
auditors. She decided to search for this
data in the 10Ks.
The summary also contained informa
tion relative to Stockholder's Investment,
Capital Expenditures, Common Stock
Dividends, and Number of Employees.
Bea compared the capital expenditures
with those shown on the Statement of
Changes in Financial Position. The latter
statements reported capital expenditures
of 91 million for F. Y. 1976, while the
Five-Year Summary reported 104 million.
The difference of 13 million or 14% ap
peared to be material and called for further
information. There was an 18% difference
in the amounts on the two statements for
F. Y. 1975. Bea would again have to rely on
the previous auditors for confirmation of
the prior years amounts. She had no way
to verify the information given about the
number of employees.

on tinted paper so that users could easily
distinguish the two from the remainder of
the annual report. She also made a note to
ask the partner-in-charge of the engage
ment if there was a special reason for
placing the auditor's report at the begin
ning of the financial statements rather
than its usual positioning at the end. Did
the fact that it was a qualified opinion
influence this decision? (The report was
qualified due to the uncertainty of out
standing litigation on cost-plus contracts.)

Other Information about the
Company

Bea could satisfy herself on very little of
the information included in manage
ment's analysis of operations. A few
statements such as "interest expense in
creased by 45%" could be verified, but the
majority of the discussion was devoted to
various operational changes and other
events of the period. This section was
added to the "inadequate information"
worksheet.

This section began with the corporate file
which closely followed the information
contained in the master file of clients. Bea
had no way to determine if there were
inconsistencies or misstatements in the
data describing the worldwide sales and
marketing organization and the business
backlogs. The description of capital ex
penditures was again inconsistent with
that shown in the Statement of Changes in
Financial Position. Bea was further frus
trated by her inability to reach a conclu
sion on the data shown for: patents and
trademarks, employment figures by major
divisions and by geographic areas, square
footage of plant facilities, and research
and development expenditures.
The last page of this section contained
quantitative data related to outstanding
securities. The high and low selling prices
of each class of security was given for the
last two fiscal years. This data could be
checked from security guides in the office.
The last pages of the annual report were
devoted to a listing of the products (by
their trade names) produced by each of the
major operating divisions, a list of the
Board of Directors with their business af
filiations, and a list of the Company Offi
cers.
Having read the complete report, Bea
took another look at the Stockholders' Let
ter. She did not feel any more comfortable
now with the material that it contained
then she had when she first read it two
nights ago. She decided to add another
entry to the growing list of items where
additional information was needed. The
list was now frightening. What course
should her firm follow as to the com
pliance of the Tardy Co.'s annual report
with SAS No. 8? How long would it take to
just clear up the list of inconsistencies?

Financial Statements

Bea's Recommendation

Bea did not make an independent review
of the financial statements and the au
ditor's report. However, she did make a
notation to discuss the feasibility of print
ing the statements and the auditor's report

Suddenly a solution to the dilemma
emerged! Why not recommend that the
financial statements and the auditor's re
port be bound separately from the "other
information"? If the auditor's report, to-

Management's Discussion and
Analysis of the Summary
of Operations
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gether with the financial statements cov
ered by the report were issued as a sepa
rate document, then no responsibility for
the “other information” would accrue to
the auditor. With that “gleam of inspira
tion" Bea folded the proofs, placed them
in her briefcase, and went to bed. That
night her dreams were filled with visions
of two separate documents where the au
ditor was responsible only for his/her re
port and the financial statements covered
by that report.

Note: Only the auditor in this account is
fictional. An actual annual report was
used to analyze what might happen when
an attempt is made to satisfy the require
ments of SAS No. 8. This editor does not
imply that the problems met by Bea are
typical. The particular report was chosen
because of its presence in the files of the
editor. A “reading" of the report to satisfy
the requirements of SAS No. 8 reinforces
this writer's opinion that the short State
ment may indeed prove to open a Pando
ra's box.
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We are in need of CPA’s with 2 or more years experience in
public or corporate accounting. If you qualify, be prepared for
the challenge a highly responsible position affords in financial
planning, reporting, auditing and other areas.

The positions available for accountants offer a high degree of
visibility and opportunity for advancement. Make the big step
forward in your career and send your resume along with sal
ary history in strictest confidence to:
Mrs. Marjorie L. Jones, Director
Corporate Recruitment, Dept. CPA
NCR Corporation
Dayton, Ohio 45479
An Equal Opportunity Employer

Conceptual Framework
(Continued from p. 8)

holding gains and losses may be influ
enced by changes in the general price level
as well as changes in specific price levels in
which case the impact of each should be
separately disclosed. Disclosure should
also be made of the fact that this informa
tion differs from that which has been sub
jected to the transactions test. Prospective
data, such as changes in market values,
can be accommodated by the components
approach outlined above irrespective of
whether an income statement or balance
sheet is prepared. If users require informa
tion that reveals variations in market val
ues, disclosure of it in financial statements
may result in meeting the conditions of the
user approach. Disclosure of this type of
information, which probably should be
considered nonaccounting data at the
present time, in combination with ac
counting data may well help to resolve
alleged conflicts between the two
viewpoints discussed above.
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Concluding Observations
In conclusion, it appears that in the ab
sence of an agreed upon definition of ac
counting, the debate over a conceptual
framework will continue, and little pro
gress will be made to resolve this impor
tant issue. It may well be that the debate
over the two viewpoints superimposed in
financial accounting — that is, the user
approach and the accountability approach —
will continue indefinitely unless accoun
tants realize that data yielded by the ac
counting process alone are insufficient for
reconciling the differences suggested by
the two approaches. What may be needed
is acceptance of the possibility that no
matter how the field of financial account
ing may ultimately be defined, the need
for disclosing nonaccounting data will still
exist in order to satisfy the diverse infor
mation needs of users of financial state
ments. Indeed, even the present account
ing “model" needs to be extended and

improved to satisfy the conditions of the
accountability approach. Consider, for
example, the present ban against record
ing executory contracts. It is doubtful
whether the information needs of all users
can ever be satisfied without disclosing
both accounting data and relevant nonac
counting data in financial statements.

Notes
1A comparison of the Study Group's concep
tual framework with contemporary financial
accounting is contained in Joe J. Cramer, Jr.,
“An Eclectic Approach to Financial Reporting,"
Business Horizons (August, 1975), pp. 65-76.
2Yuji Ijiri, Studies in Accounting Research, No.
10, "Theory of Accounting Measurement,"
American Accounting Association, 1975, pp.
ix-x and 32-33.
3Cramer, p. 72.

